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DEPARTMENT OF FINANCE

PEGGY J. WATSON, Director
469 City Hall
Baltimore, Maryland 21202

CITY OF BALTIMORE

MARTIN O'MALLEY, Mayor

Honorable President and Members of December 3, 2004
The Board of Estimates
City of Baltimore, Maryland

In compliance with Article VII, Section 8, of the revised City Charter (November, 1964), submitted herewith is the
Comprehensive Annual Financial Report (CAFR) of the City of Baltimore, Maryland, (the City) for the year ended June 30,
2004. The CAFR was prepared by the City’s Department of Finance. Responsibility for both the accuracy of the presented
data and the completeness and fairness of the presentation, including all disclosures, rests with the City. We believe that the
data, as presented, is accurate in all material aspects; that it is presented in a manner designed to fairly set forth the financial
position and changes in financial position of the City; and, that all disclosures necessary to enable the reader to gain the
maximum understanding of the City’s financial affairs have been provided.

The CAFR is presented in three sections: introductory, financial, and statistical. The introductory section includes this
transmittal letter, the City’s organizational chart, a list of principal officials and the certificate of achievement for excellence
in financial reporting. The financial section includes the auditor’s opinion, management’s discussion and analysis and basic
financial statements with related notes, and required supplementary information. The financial section also includes the
combining and individual fund financial statements and schedules. The statistical section includes selected financial and
demographic information, generally presented on a multiyear basis.

Management has provided a narrative introduction, overview, and analysis to accompany the basic financial statements in the
form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to compliment MD&A and
should be read in conjunction with it. The City’s MD&A can be found immediately following the report of the independent
auditors in the Financial Section of the CAFR.

The City Charter established a Department of Audits under the general supervision of the City Comptroller. The Charter
requires the City Auditor to “annually make a general comprehensive public report of the financial position of the City; in the
discretion of the Comptroller, such report may be in the form of an opinion on the annual financial statements prepared by
the Director of Finance.” The Comptroller has elected to have the City Auditor render an opinion as to the fairness of the
Director of Finance’s presentation of the City’s basic financial statements. Additionally, the Board of Estimates awarded a
contract to the nationally recognized independent certified public accounting firm, Ernst & Young LLP, to perform a joint
audit with the City Auditor of the basic financial statements of the City for the year ended June 30, 2004. Their joint audit
report is contained herein. Their audit was conducted in accordance with auditing standards generally accepted in the United
States of America and, for the basic financial statements of the City, the standards for financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. On the basis of this examination,
the independent auditors have issued an unqualified opinion that the presentation of the basic financial statements conforms
with accounting principles generally accepted in the United States. In conducting the audit, the auditors performed tests of
the accounting records and such other procedures as were considered necessary in the circumstances to provide a reasonable
basis for this opinion on the financial statements. The auditors also assessed the accounting principles used and significant
estimates made by management, as well as evaluated the overall financial statement presentation.

The independent audit of the City’s financial statements is part of a broader, federally mandated “Single Audit” designed to
meet the special needs of federal grantor agencies. This audit was conducted by the City Auditor, and the Single Audit
Report is available as a separate document.

This report includes all of the funds that we consider to be part of, controlled by or dependent on the City. Professional
judgment must be used to determine whether or not a potential component unit should be included in the reporting entity.
Various potential component units were evaluated to determine whether they should be reported in the City’s CAFR. Two
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component units, the Baltimore Industrial Development Authority (blended component unit) and the Baltimore City Public
School System (discretely presented component unit), were considered to be part of the City’s reporting entity when it was
concluded that the City was financially accountable for these entities. The Housing Authority of Baltimore City and certain
other organizations are not considered to be component units and are not included in the City’s basic financial statements.

PROFILE OF THE GOVERNMENT

The Mayor and City Council of Baltimore (the City) is a body corporate and politic of the State of Maryland (the State) in
which all local governmental functions are performed by the City. The City has had a charter form of government since
1797; home rule powers since 1918, and is governed by an elected Mayor, Comptroller and a City Council. The City has a
total area of approximately 92 square miles and an estimated population of 642,700. The City is a major deep-water seaport
located on the Patapsco River, a tributary of the Chesapeake Bay. It is served by Baltimore-Washington International Airport
in adjacent Anne Arundel County. The City is almost completely surrounded by Baltimore County, a separate entity, which
borders the City on the east, north, west and part of the south. Anne Arundel County adjoins the City on its southern border.

The City provides the full range of municipal services contemplated by statute or charter, which are provided or paid for by
the City from local, State or Federal sources. These services include public safety (police and fire protection), water and
waste water utilities, highways and streets, sanitation, health and human services, culture and recreation, education
(elementary through high school, provided by a component unit, the Baltimore City Public School System), public
improvements, planning and zoning, parking facilities, mortgage loan programs, industrial development, and general and
administrative services. The City is also responsible for adoption and maintenance of building codes and regulation of
licenses and permits, collection of certain taxes and revenues, maintenance of public records and the conduct of elections.
These activities are included in the reporting entity. There are no overlapping local governmental entities or taxing
jurisdictions. Accordingly, there is no overlapping debt of the City.

Under the Charter, the City’s executive functions are vested in the Mayor, the Board of Estimates and an independent
Comptroller. The City’s legislative functions are vested in the City Council. The Mayor is the chief executive officer of the
City. The Mayor is elected for a term of four years and is eligible to succeed himself without limitation as to the number of
terms. If the Mayor is disabled or absent from the City, the President of the City Council acts as ex-officio Mayor. If the
Mayor resigns, is permanently disqualified or dies in office, the President of the City Council becomes Mayor for the
remainder of the term. The Mayor has authority to veto ordinances, has power of appointment of most department heads and
municipal officers, serves on the Board of Estimates and appoints two of the other four members of the Board of Estimates.

The Board of Estimates is the highest administrative body of the City. It is composed of the President of the City Council,
who serves as President of the Board, the Mayor, the Comptroller, the City Solicitor and the Director of Public Works. The
latter two members hold their positions on the Board through appointments by the Mayor. The Board of Estimates formulates
and determines city fiscal policy with its primary policy tool being the recommended annual Ordinance of Estimates, the
City’s budget.

Key Budgetary Policies

Balanced Budget: The Charter requires the operating budget to be balanced. Any difference between non-property tax
revenues and total expenditures are to be made up by adjusting the property tax rate or enactment of new revenue measures.

Public Hearings: The Charter mandates that both the Board of Estimates and the City Council conduct public hearings on
the proposed budget.

Timely Adoption: The City Charter sets forth a schedule requiring the budget to be adopted before the beginning of the
fiscal year, July 1.

Budget Amendment: The Charter provides means for adopting supplemental appropriations funded from unanticipated
revenues and/or new grants and sources that materialize during the year. The City’s policy is to minimize the use of
supplemental appropriations. In addition, the Charter allows for and spells out the procedures for amending the budget to
transfer appropriations between programs within an agency and between agencies.
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Six Year Capital Plan: Guiding the physical development budget plan of the City is the Charter requirement for a six year
capital improvement plan, the first year comprising the capital budget year. The plan is prepared in conformance with basic
capital budgeting policies, which include appropriating funds in the year in which projects are likely to begin, financing a
portion of capital improvements from current revenues, and estimating the impact of capital projects on the operating budget.

Budget Monitoring and Execution: Budget analysts maintain ongoing contact with agency fiscal officers in the process of
implementation and execution of the budget. Expenditure and revenue projections are developed and reviewed on a monthly
basis. The Mayor, through the Finance Department, exercises appropriate fiscal management to adjust budget policy as
necessary to live within the limits of the current adopted plan. The City Council has the practice of reviewing budget
performance at mid year, and during the fourth quarter.

Debt Policy: In 1990, the City adopted a formal debt policy which set annual borrowing limits, consolidated all financing
arrangements within the Department of Finance, established refunding and refinancing policies, and set limits on key debt
management ratios. The objective is to maintain the City’s reputation as a community having a conservative approach to all
aspects of debt management, including debt service expenses, debt retirement schedules, and debt capacity ratios.

OTHER FINANCIAL INFORMATION

Retirement Plans

Professional employees of both the Baltimore City Public School System and the Enoch Pratt Free Library, an agency of the
City, are members of the State of Maryland Retirement System to which the City is not required to contribute. The City
contributes to four retirement plans established for all other City employees and elected officials.

City laws require that contributions to its three funded pension systems be based on actuarial valuations. City contributions to
the Unfunded Fire and Police Plan (for eligible employees hired prior to January 1, 1947, all of whom are now retired) are
not actuarially determined, and these benefits are paid from annual appropriations.

Temporary Investment of Cash Balances

The City, through the Office of the Director of Finance, pursues an aggressive cash management and investment program to
achieve maximum financial return on available funds. Depending on cash needs, excess funds are invested on a short,
intermediate or long-term basis at best obtainable rates. Investments are limited generally to direct or indirect obligations of
the U.S. government and fully collateralized repurchase agreements. The City utilizes the practice of recording investment
income in the period in which it is earned.

Risk Management

The City is self-insured in the area of casualty and property losses, including the uninsured portion of losses to City buildings
and contents, vehicles, watercraft, boilers, machinery, workers’ compensation and employers’ liability, employees’ health
insurance, third party general liability and automobile liability losses. The Office of Risk Management administers the fund.

Internal Control

City management is responsible for establishing and maintaining effective internal control over financial reporting. There are
no material weaknesses in internal control over financial reporting. There have been no significant changes in internal control
since June 30, 2004.

ECONOMIC PROFILE AND OUTLOOK

Baltimore is the historic business, education and cultural center of Maryland. The City benefits from being in the second
wealthiest State in the nation and one of the few states in the nation that experienced job growth annually since 1999 despite
the recession and economic slowdown. The City is the northern anchor of the Washington — Baltimore — Northern Virginia
Combined Statistical Area — one of the largest, wealthiest and best-educated population centers in the country. The City’s
economy has traditionally benefited from location factors including access to mid-western and northeastern markets, an
excellent highway and rail transportation system, international port, and access to a large and diversified work force. About
367,000 or 30.1% of the 1.2 million jobs in the metropolitan area are located in the City. The City’s development efforts
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have resulted in benefits as a growing number of business location specialists identify it as a low cost option in the
AMTRAK — I-95 northeast corridor. The recent decisions of two bio-medical businesses to locate in the newest bio-medical
technology center under construction in the City is just one example of growing recognition of the location advantages.

Employment structure factors affect the City favorably. This is of increasing importance as global re-location decisions
rapidly shift job and have eroded manufacturing jobs. The City has been less reliant for several decades on traditional
manufacturing industries than the region, State and nation. Manufacturing jobs comprise only 5.6% of the City’s jobs. This is
a lower percentage than the region, the State and the nation. Over 24.0% of the jobs located in the City are in health and
education related services which is a significantly higher proportion than in the region, State and nation. The growing
prominence of health and knowledge related industries are reflected in major employers. Among the ten largest non-
governmental employers in the City, eight are health and education related entities, one is a manufacturer and one is a
financial institution. The City derives economic strength from the knowledge and information based industry sectors of
health, education, and information.

An increasing number of knowledge based workers of the Washington, D.C. and Northern Virginia area commute to jobs
from homes in Baltimore. One of several positive indicators is that from Fiscal 2000 through 2003, the State has reported that
commuter use of the State-run “MARC” train lines from the Baltimore area to Washington, D.C. increased from 4.1 million
to 4.8 million or 18.4%. The City expanded its aggressive marketing efforts in the Washington, D.C. area of its low cost,
high value housing and business location options in Fiscal 2004, and realtors and rental agents report increased volume of
immigrants from the District area.

The City supports and builds on the strengths of growth sector employers, the internationally renowned health and hospital
institutions, most notably the Johns Hopkins Hospital & Health System, the world’s premier medical facility, and the
University of Maryland School of Medicine, the nation’s first public medical school and one of the nation’s largest public
medical school research dollar recipients. The National Institutes of Health (NIH) programs facilities are also expanding in
the City. The City continued work with its health and education partners for two major bio-medical business centers planned
for areas adjacent to the campuses of the Johns Hopkins and University of Maryland Medical Centers on the east and west
side of downtown, respectively. The two major medical institutions have jointly promoted the projects. Land acquisition,
land clearance and design for the east-side project continued in 2004. Construction began on the first facility, a 120,000
square foot building at the University of Maryland’s Westside bio-science park. Leases have been announced for a Japanese
bio-medical company and an American Red Cross research lab, both re-locating operations to the City. In addition, a local
pharmaceutical manufacturing company will open a facility in a new building. Expansion continues at other major health
institutions in the City. For instance, Mercy Hospital opened a major facility, the Harry and Jeannette Weinberg Center in
downtown Baltimore in Fiscal 2004.

Population trend is often considered the single most important economic factor. Baltimore City’s population peaked at
949,708 in 1950 and declined to 651,154 by 2000. This 50-year trend reflects an average monthly drop of 498 persons. Some
decades saw faster drops than others. The 1970’s saw the greatest declines. During this period, population loss approached
nearly 12,000 per year, or nearly 1,000 per month. More recently the annual drop in the 1990’s was about 8,500 or a little
over 700 per month. The City successfully appealed the latest U. S. Bureau of the Census population estimate of 628,670 for
July 1, 2003. The Census revised the population estimate upward to 643,304. Based on the revised population estimate the
three year period 2000 to 2003 averaged a decline of 218 per month. This is a dramatic change. It positively reflects the
City’s efforts to address the problems associated with being the State’s old urban center with a disproportionate share of the
State’s poor and areas of disinvestment and abandonment. In order to support redevelopment and strengthen the revenue base
careful application of tax and development incentives have been and will continue to be used.

Positive outcomes of development efforts are reflected in current development activity underway or completed in 2004,
estimated to be about $2.5 billion. These redevelopment investment projects are at numerous sites spread widely throughout
the City. A portion of these have been assisted through the use of public subsidies such as low interest loans, negotiated
payments in lieu of taxes for major commercial and apartment developments, tax increment financing for redevelopment of
facilities in neighborhoods, old industrial sites, and on the waterfront. Property tax credit programs for new owner occupied
residential construction and historic property rehabilitation. Job creation projects are also used.

Local Economic Outlook

With the exception of trends in certain travel and visitor indicators, the key factors affecting the local economy show reason
for measured optimism looking forward. But the local situation could be dramatically altered as the local economy is affected
by national and international political and economic events and changes. There are many uncertainties in the national and
international outlook that require a cautious outlook.



Jobs and Employment

Calendar 2003 data, the most recent full year of reliable data on jobs located in the City, indicates that the number of jobs
were essentially unchanged from calendar 2002 with a slight decline from 368.9 thousand to 367.9 thousand jobs. This
represents a positive and marked change from the large job decline in the prior two change periods. Employment most
recently peaked at 387.6 thousand in calendar 2000 and declined dramatically annually until calendar 2003. The resident
unemployment rate for Fiscal 2004 (before annual benchmarking) declined to 8.1% compared to 8.6% in Fiscal 2003. A
stabilization in the rate of change in jobs will hopefully provide a new base for job growth.

Retail Sales

Retail sales reported by the State of Maryland for the City grew from $4.80 billion to $5.07 billion, a healthy increase of
5.6%. This growth reflects the cyclical pattern of recovery from the last recession, the effects of the City’s efforts to attract
retailers, and the marketing decisions of retailers as they rediscover urban centers. In particular the City has benefited by
opening of major grocery, pharmacy/convenience stores, chain food operations, home improvement and office supply
outlets.

Housing

Housing development, both new construction and the conversion of existing uses/sites to apartments, condominiums, town
homes and single family homes continues to be very strong. Fiscal 2004 saw ground breaking on the first large scale housing
development project with planned asking prices in excess of $1.0 million. Single family home sales through the multiple
listing service reflect strong positive trends as the percentage increase in total dollar sales volume increased between calendar
2003 and calendar 2002 at 25.1%, and the average selling price increased 17.0%. Both rates of change were greater than the
metropolitan area. The number of units sold increased 7.0%, nearly matching the region’s 7.2% increase. If the “for sale”
homes inventory in the City been greater, it is likely that the rate of change would have surpassed that of the region.
Nevertheless, the likelihood of interest rate increases and the possible bursting of what some see as a real estate bubble are a
concern nationwide. The apartment market is robust as well. In Fiscal 2004 over 600 newly constructed apartments opened
or were near completion in the downtown area. This brings the total number of new downtown apartments built downtown to
1,582 since 1999. In addition, another 1,263 units are under construction. Another 500 apartments are under construction in
neighborhoods adjacent to downtown.

Port

Port activity is sensitive to factors that affect world trade, the state of economies abroad, currency markets and other factors.
Calendar year 2003 was a strong year for the port and calendar year 2004 has continued to show positive trends. Total
tonnage at the port was a record in calendar 2003, increasing 4.3% over calendar year 2002. The port maintained its position
as the number one “roll on / roll off” port in the nation. Automobile tonnage increase 31.0% in calendar 2003. Calendar 2003
saw the Port claim the spot as the number one forest products port in the nation. While not a major container port, container
tonnage increased 10.0%. International foreign policy and economic factors will determine the near term outcome. Assuming
no major changes, the outlook is positive.

Tourism and Travel Industry

Positive signs are reflected in air travel and cruise boat travel. In calendar 2003 about 19.7 million passengers used
Baltimore- Washington International Airport. Usage for the first time reached pre September 11, 2001 levels. Cruise ships
utilizing the Port of Baltimore in 2003 doubled in number the ships calling in 2002. However future planned cruise ship port
calls are below this level. The City’s hotel, convention center and admissions and amusement tax receipts each declined in
Fiscal 2004 as compared with Fiscal 2003. Events at the Baltimore Convention Center declined from 207 in Fiscal 2003 to
195 in Fiscal 2004. Nevertheless, some hotel consultants view the Baltimore Market (the airport in particular and downtown
as well) as an investment opportunity. Baltimore City had two new downtown hotels, one opened and one under
construction, adding 300 rooms to the City’s inventory in Fiscal 2004.

Office Development

Strong development activity and major additions to the inventory of available space have contributed to a decline in
occupancy rates. However, rental rates are showing signs of firming. The vacancy rate, which increased substantially from its
low point in Fiscal 2002 of 9.3% as it jumped to 14.6% in Fiscal 2003, increased at a much lower rate to 16.1% in Fiscal
2004. The strong development activity is reflected in that fact that the three largest office complex projects under
development in the region in calendar 2003 were all located in the City providing a combined 800,000 square feet of space.
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FINANCIAL ACCOMPLISHMENTS

Providing a broad range of urban services with a limited tax base requires maximizing use of scarce resources and constant
improvement to all aspects of financial management — treasury, budgeting, payroll, accounting and procurement. Selected
highlights of financial management action accomplishments in Fiscal 2004 follow:

* In order to meet a projected cash flow shortfall of the Baltimore City Public School System (BCPSS), on March 17,
2004, the Mayor and City Council of Baltimore entered into a funding agreement with the Commissioners of the
BCPSS in an amount not to exceed $42.0 million for the fiscal year ending June 30, 2004. The City determined that
the funding was necessary to ensure uninterrupted operation of the school system. The City advanced $42.0 million to
BCPSS from the City’s budget stabilization reserve fund. The agreement required the repayment of $34.0 million on
August 2, 2004, and the remaining $8.0 million is due on or before June 30, 2006. Interest accrues at the rate of one
and one half percent per annum on the $8.0 million. The $34.0 million was repaid on August 2, 2004. If BCPSS fails
to timely reimburse the City as required under the agreement, the City reserved the right to deduct sums owed it from
the City’s annual appropriation to BCPSS.

The City’s budget stabilization reserve position has not been impaired and in fact has improved compared to June 30,
2003 as discussed below.

* The City continues to seek the lowest cost financing options for debt issuance. In Fiscal 2004 the City utilized State
drinking water and clean water revolving loan funds for water and waste water capital project funding. The interest
costs on $39.2 million in Water and Waste Water capital project financing is only 1.0%.

e In addition the City issued $12.8 million of Refunding Certificates of Participation. The net present values savings as
a result of this refunding was over $1.0 million or about 8.0% of the refunded bonds.

» Tax sale processes were enhanced by implementation of a competitive sealed bid for bundled set of properties which
proved to provide a more efficient tax sale eliminating the need for a live auction. The new process resulted in the
sale of a larger number of liens and higher bid values. The City continued to work with mortgage companies to make
tax payments more accurate, timely and complete, thus reducing the number of properties that had to go to tax sale.
This additional effort allowed the City to process sale notifications in a more timely manner. Finally, improvements
to upgrade the content of the tax sale web site were made in the second year of the City’s use of the internet for the
tax sale.

* Work continued to enhance the administration of the workers compensation and employee health system. By first
reorganizing the administration of these programs from a fragmented system managed by three different agencies to a
coordinated system under one roof housed in the Finance Department and, second, by outsourcing the health clinic
and workers compensation claims management and litigation services to service providers that are better able to
professionally manage the City’s caseload and to provide quality services to the City workforce, the City has
achieved some dramatic results. Using fiscal year 2002 as a baseline, in fiscal year 2004, the City reduced its job
injury leave time costs by 73% (excluding Fire and Police employees); decreased the percent of injury claims with
leave-time granted from 92% of claims to 42% of claims; cut the number of new injury claims reported by 9%;
shrunk the inventory of open claims by two thirds from 12,805 to 4,302 claims; more than doubled the number of
cases closed through litigation; and reduced the average amount of award per case closed by 41%.

e Changes were made to the cost-sharing arrangements for employee and retiree health care and prescription drug
coverage, in an effort to bring these benefits more in line with what the City can afford and with what other
employers provide. For calendar year 2004, the City increased the percentage that retirees contribute toward their
medical premiums to 50% of the cost for Blue Cross/Blue Shield coverage; increased the prescription drug co-pays
for retirees and active employees; increased the percentage that some groups of active employees contribute toward
their Blue Cross/Blue Shield medical premiums so that management and unrepresented employees contribute 20% of
the premium cost and other represented groups contribute 15%j; and increased the co-pays for certain services under
the Blue Cross/Blue Shield plans. The City and its Fire and Police unions have already approved changes that will
further increase the percentage of the premium cost that active employees pay for managed care plans from 0% to
10% by 2006. This change will take effect for management and unrepresented employees in January 2005 and for
Fire and Police employees in January 2006. The City is pursuing a similar increase with its other municipal unions
that are currently negotiating contract changes for fiscal year 2006.

e The City completed the first phase of a three phase-payroll system project to replace a 35 year old COBOL
mainframe based system. The first phase, to automate time and attendance reporting, was a pilot project in a
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typical City agency. The Enoch Pratt Free Library was successfully completed as 500 employees were migrated to the
new state-of-the-art system. The second phase to be initiated in Fiscal 2005 will involve about 10,000 non-uniform
employees. The final phase will involve the uniformed fire and police service which have unique scheduling and
reporting requirements. The new system efficiently streamlines time and attendance reporting and allows for the
generation of management information essential for effective financial control and planning.

* The City continued testing in advance of implementation a system to replace the 29-year old real property tax
accounting and collections system and related applications. Testing continues on aspects of the new integrated user
and customer friendly system. Implementation of the first phase of the project is targeted for July 2005.

The positive outcome of effective financial management is evident in the City’s General Fund Balance position which
improved substantially in Fiscal 2004. An addition of $782 thousand was made to the budget stabilization fund, which, at
June 30, 2004, had a balance of $57.0 million. When combined with the undesignated unreserved fund balance of $9.9
million, the total of $66.9 million comprises about 6.5% of General Fund revenues, a major step to strengthen the City’s
balance sheet. Meeting and surpassing the City’s goal of 5.0% is critical in view of the State’s unwillingness to enact
meaningful revenue programs to fund its legal mandates and provide the support local governments and their residents
require.

MAJOR INITIATIVES AND ACCOMPLISHMENTS

The Administration focuses on the critical long-term concerns facing the City — the decline in population and jobs, the need
to provide children and entire neighborhoods with opportunities and hope for the future, reducing crime and increasing drug
treatment. This requires that the City have strong management tools and an excellent management team to find and
implement “best practices” and take risks investing in innovations. The primary management tool is Citistat, the management
innovation that has demonstrated that problems of the scale of Baltimore’s can be managed. The success of this tool is
reflected by the fact that numerous cities are formally implementing processes modeled on Citistat. Most notable, Citistat
competed with nearly 1,000 applicants to receive in July 2004 what many consider to be the most prestigious award in local
government management, the Innovations in American Government Award from the John F. Kennedy School of
Government at Harvard University. Supporting the central management tools individual agency heads received national
recognition for leadership and innovation. The Director of the Enoch Pratt Free Library served as President of the American
Library Association. The City’s Chief Information Officer was recognized as one of the “CIO 100” top information
enterprise managers by CIO Magazine, recognition almost always garnered by private sector managers in businesses such as
Dell Computer and General Motors. In addition, the City’s Housing Commissioner was named “Commissioner of the Year”
in September 2003 by the National Public Housing Residents Association.

Objective 1: Make Baltimore a safe, clean city

Changing the public perceptions about crime, safety and the scourge of drugs in the City requires reducing the magnitude of
those problems. Improving real performance in these areas is paramount. In the last three years, the City has made great
strides in reducing violent crime compared both to national trends and trends in the largest cities. Between 1999 and 2003,
the City has reduced violent crime by 40.0% the largest reduction among the 25 largest cities in the nation. In addition, total
crimes have been cut 35.0%, and the homicide rate has been cut 19.0% percent compared to the average rate of the 1990’s.
The other major public perception issue, drugs, has also seen improvement. One sign of progress is reflected by the fact that
the wait for methadone treatment, the City’s largest drug treatment category has been cut nearly in half. The Fiscal 2004
budget supported sustained reduction in the crime rate and drug addiction with the following actions:

e The General Fund added support for police positions formerly funded by federal grants, absorbing 129 positions at a
cost of $6.8 million, highlighting the importance of public safety needs.

e The Police Department made organizational and operational changes with the unveiling of an Organized Crime
Division focused on felony narcotics trafficking, the creation of district stabilization units to better utilize rookie
officers and the institution of extensive new detective training initiatives to decrease the level of street level narcotics
activity and its residual violence through an aggressive enforcement strategy that includes undercover buys, increased
civil enforcement and more focused patrol efforts.

» Following the best practices of several European cities, the City initiated the Citiwatch CCTV project to install 50
closed-circuit television cameras in the public space in the City’s West Side Revitalization Zone. The system provides
round-the-clock monitoring with this state-of the-art crime prevention/reduction tool.

e The City increased funding for the fourth consecutive year for the State’s Attorney’s Office. Since Fiscal 2000, the
State’s Attorney’s Office budget has increased almost 39.0%.
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The City spent $3.2 million in local funds on homeland security activities during Fiscal 2004. This total does not
include the City’s cost for supporting those employees who are deployed on active duty in the military or National
Guard.

The False Alarm Reduction program was implemented raising revenues of about $893,000 in Fiscal 2004 to support
implementation costs and the costs of false alarm response. The program is already credited with a material reduction
in false reports as alarm monitoring companies now have a customer service cost incentive to check carefully and
retract unnecessary false alarms before police are dispatched to the scene.

Health Department appropriations are inextricably linked to the success of public safety initiatives, since much of the City’s
crime is drug-related.

Maryland General Assembly, State substance abuse funds increased by $1.2 million ($47.9 million in Fiscal 2003 and
$49.1 million in Fiscal 2004).

Additional private foundation grant funds were used to support the Staying Alive Program, an overdose prevention
project, which served approximately 500 addicts.

Additional grant funds provided for a new initiative that will increase HIV education to substance abusers. The
training will also include information on hepatitis.

One-time only grant funds provided an innovative tool to access high risk communities through an educational
program and media campaign. The campaign increased knowledge of Human Immunodeficiency Virus counseling
and testing, encouraged testing and decreased the stigma associated with testing.

The Health Department received in excess of $1.5 million in foundation and federal grant funds to serve juvenile
offenders involved in the drug trade including a $1.1 million grant from the Substance Abuse and Mental Health
Services Administration to establish a substance abuse assessment, referral and case management service in the
Circuit Court for non violent offenders. Operation Safe Kids, initiated in Fiscal 2003, served over 100 at-risk youth in
Fiscal 2004. The program, which is intended to reduce juvenile violence and homicide, consists of intensive case
management, monitoring, mentoring and educational and vocational training. The Maternal and Child Health
program provided $209,000 in additional funds for this program in Fiscal 2004.

Substance abuse programs are managed through the use of private resources under the aegis of the Baltimore Substance
Abuse Systems, Inc. Treatment resources have been increased substantially since fiscal year 1998.

Treatment
Fiscal Year Slots Treatments Total Funding
100 5,763 17,986 $28.3 million
100 6,468 18,136 $31.4 million
2000 L. 6,515 18,118 $29.4 million
2000 e 7,420 19,558 $46.0 million
2002 L 7,698 21,573 $55.3 million
2003 8,863 25,949 $59.7 million
2004 L 8,042 24,211 $56.9 million

Objective 2: Increase educational, cultural and recreational opportunities for children

Making the City safer and cleaner is a necessary starting point for securing and enhancing the opportunities for a child to live
a full life. A harsh reality is that the leading cause of death for youth ages 15 to 24 is murder. Investment in public safety and
health is the necessary starting point to secure a promising future. Innovation is essential and use of databases and
management tools have been applied aggressively. Fiscal 2004 actions included:

An increase in lead paint prevention efforts was achieved with the purchase of 10,000 home lead dust kits for
expectant mothers and new parents.

The Childhood Lead Poisoning Prevention Program received an additional $75,000 in State funding to improve the
response to children with elevated blood lead levels. Lead poisoning in Baltimore City children has been on a
continuous decline from calendar year 1999 through calendar year 2003.

The Mayor’s Lead Paint Poisoning Prevention Initiative has improved abatement efforts nine-fold. Despite funding
constraints, 300 homes were abated in Fiscal 2004, a 46% increase from Fiscal 2003.
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e Healthy Start and other Health Department children and youth programs saw positive results announced in Fiscal
2004. For instance, the infant mortality figures available in Fiscal 2004 showed that the City had reached a record low
rate of 10.4 per thousand population and had infant mortality rates lower than the national rates for both African-
Americans and Caucasian babies. The fetal mortality rate also reached a record low declining 21.0% from 16.3 per
thousand in calendar 2002 to 12.8 in calendar 2003.

* Related to infant mortality the City was also able to report that it achieved the lowest teen birth rate in City history
(83.1 per 1,000 population in calendar 2001). The City which had ranked 8™ highest among large cities in teen birth,
dramatically improved as its ranking fell to 16,

e After birth, immunization is essential. Baltimore continues to be a national model for childhood immunization
programs increasing its immunization rate for children in school to 99.7% and ranking number one or two in the
nation’s urban areas for chickenpox and measles vaccination coverage.

Appropriations serving educational and cultural objectives for children include the following:

 Locally funded per pupil school spending increased as the budget provides $201.1 million in local support for the
Public School System, an amount that is $1.6 million more than the State required per pupil spending. Per pupil
spending increased to more than $8,500.

e An additional $1.0 million in the General Fund supported the Office of Employment Development youth summer
jobs program.

e Locally financed capital improvement projects for the elementary and secondary school system totaled more than
$35.0 million between Fiscal 2001 and Fiscal 2003, and cover costs ranging from asbestos removal to information
system development. Appropriations in Fiscal 2004 total $16.0 million.

» Essential State funding to meet education objectives came from General Assembly action on recommendations of the
legislative education study group, the Thornton Commission. Additional funding to the school system amounted to
$35.5 million comparing Fiscal 2003 and Fiscal 2004.

e An increase of $5.8 million in federal funding for the Head Start program allowed for a major increase in program
participants.

* State funding for library services increased by more than $900,000 due to the increase in the State Library Resource
Center grant from $1.70 to $1.85 per capita. The additional funding supported a variety of service improvements that
enhanced educational opportunities for Baltimore’s children and Maryland residents. One innovative program, the
nationally recognized young reader program, Mother Goose on the Loose, has become a model for programs in other
parts of the country.

e The Enoch Pratt Free Library’s New Library Annex opened in November 2004.

* The state-wide electronic network operated by the Library that provides free electronic information to all Maryland
citizens saw site hits in Fiscal 2004 increase to 438.0 million, a 25% increase over Fiscal 2003.

e The Library’s own web site had 35.0 million hits, an increase of 15% over the previous year. Traditional library
materials circulation increased 4.5% and user registration increased 11%.

e New Fiscal 2004 locally funded capital appropriations were made for facilities for children and families as follows:
$2.1 million for library construction projects; $16.0 million for eight school construction projects; $2.6 million for
recreation facilities including $2.0 million for major swimming pool and playground initiatives; and $5.0 million for
capital improvements to cultural facilities including the Maryland Science Center, Meyerhoff Symphony Hall,
National Aquarium and the Baltimore Zoo.

Objective 3: Make government responsive, accountable and cost effective

Responsible public management requires the City to examine all options to operate in the most cost-effective manner while
being responsive and accountable. The City’s nationally recognized CitiStat management program, which has drawn
hundreds of visiting government delegations, has been a keystone in the effort to reduce, avoid, and contain millions of
dollars in spending during its first four years of operation. The Fiscal 2004 budget included the following actions to serve this
management objective.

» The Fiscal 2004 budget privatized the operations of the Bureau of Solid Waste’s Northwest Transfer Station, enabling
the reallocation of personnel resources and a cost reduction involving seven positions and estimated to be about
$200,000.
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Privatization efforts also included fully implementing with private realtors the Selling City Owned Property
Efficiently (SCOPE) vacant property disposition program and the use of private accounting services for the Baltimore
Area Convention and Visitors Association (BACVA) and the Baltimore Office of Promotion and Arts (BOPA).

This budget provided the second full year of funding, $4.4 million, for the City’s customer oriented “311” central
intake one-call system allowing access to all City service information on a 24/7 basis. It is supported by a new work
order tracking system. In Fiscal 2004, the Call Center began accepting citizen service requests via the Internet as well
as conducting weekly citizen satisfaction surveys.

The Bureau of Purchases improved its requisition processing time to the point where the benchmarks for filling
requisitions were lowered by one-third, to sixty days for large, formal competitive bid work, and thirty days for less
complicated smaller purchases.

The Bureau of Purchases opened a copy center at the Baltimore City Public School System headquarters which is
serving an expanding share of the System’s needs at a reduced cost. An online printing requisitions system was
implemented to speed up processing and support new services.

The City implemented a comprehensive geographic-based interactive map accessible through the City website.
Residents and other users visit “iMap On-Line” and enter an address, intersection or neighborhood name to search
relevant facts ranging from the mundane such as trash pick up days to more esoteric information, such as historical
monuments and census facts as well as aerial photographs of the selected area.

Changes in outsourcing requirements of the Health Department’s Animal Control unit for handling animals resulted
in estimated savings of about $130,000.

New staffing and district assignment of Housing Inspectors increased code enforcement effectiveness and compliance
actions. Improved service has also been accompanied by increased revenues.

To make the snow removal program more responsive and effective, the Department of Transportation has equipped
nearly all the snow removal vehicles with Geographic Information System tools to allow tracking in almost real-time
fashion the activities of snow removal crews.

Objective 4: Strengthen Baltimore’s economy by increasing the tax base, jobs, and minority business opportunities

The trend in jobs clearly defines the need to create an environment for private investment job creation. Joblessness underlies
much of the cause of drug addiction and the resulting crime problems. The economic health and prosperity of the City could
only be sustained if it’s inclusive of all residents.

The capital budget provided new local funding of $13.1 million for economic or job development projects throughout
the City ranging from brownfield site reclamation to mainstreet commercial redevelopment.

Creative financing for job development activity is reflected in the City’s expanded use of tax increment financing
districts as three projects were financed in Fiscal 2004 compared to one in Fiscal 2003. The projects fund a total of
$15.8 million in public facility improvements to support housing, retail and commercial office space development to
expand the tax base.

The City continued to support major job creation projects including the East Baltimore Development Initiative and
bio-technology center near the Johns Hopkins medical campus, where land acquisition actions made significant
progress, and the University of Maryland’s west side bio-technology center where building construction began and
first tenants have committed to locate in the facility.

The promotion of Baltimore by the Baltimore Area Convention and Visitors Association (BACVA) is a fundamental
development tool. The General Fund appropriation was increased by $300,000 in Fiscal 2004.

Continued improvement in visitor facilities is essential. The Fiscal 2004 budget provided the Convention Complex
with a $300,000 appropriation for audio and restroom facility improvements.

Investment in visitor promotion is reflected in direct Convention Center revenues, which have nearly tripled
comparing $3.2 million in Fiscal 1996, when the expanded Center opened, to $9.3 million in Fiscal 2004. Hotel tax
receipts have increased from $9.6 million to $16.8 million in the same period.

In May 2004, the new 8,000 square foot Inner Harbor Visitor Center opened taking advantage of this prime tourism
location to inform visitors of city-wide resources in all neighborhoods and areas well beyond the world famous Inner
Harbor.
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The Department of Housing and Community Development opened its “One-Stop Permit Shop” which made it easier
for residents, builders and developers to do business.

The One-Stop-Shop has improved the processing time for permits. Over 99.0% of plans are reviewed within 30 days
as compared with 89.0% one year ago. Large complicated project plan and permit review time has been reduced from
40 to 25 working days in the past year.

Customer service has been enhanced in the building permit process by providing parking vouchers and designated
parking spaces in a nearby garage for contractors using the One-Stop-Shop.

In August 2003 the Department of Transportation launched the Advance Traffic Management System project, a $21.0
million, three-year project to replace 1,210 traffic signal controllers. The new system is to replace the legacy system,
already 10 years beyond its useful life. It will improve the safety and flow of traffic to benefit all transportation
modes, help businesses, commuters, the flow of goods, and the transit of residents.

The City continues to increase the share of business done with Minority Business Enterprises (MBE). The dollar
value of contracts awarded to MBE’s has increased every year since 1999 as follows: Calendar Year 2000, $44.8
million; 2001, $68.2 million; 2002, $95.5 million; 2003, $96.1 million.

Objective 5: Create stable and healthy neighborhoods

Neighborhood stability is threatened on many fronts, most fundamentally by crime and its causes, which is addressed in a
number of objectives. Beyond the basic issues of public safety and health, the following are samples of Fiscal 2004 budget
actions that focused resources on neighborhood development in areas throughout the City.

The City’s expanded use of tax increment financing (TIF) districts saw three projects financed in Fiscal 2004. Two of
the projects included major housing elements to improve neighborhoods. The $6.0 million Strathdale Manor TIF
project on the City’s far east side provides 170 housing units and the $7.9 million Clipper Mill TIF project supports
development of 223 market rate units.

On the far westside acquisition was completed on the first 47 acres of the massive Uplands residential project. Second
phase land acquisition will involve an additional 53 acres for a total of about 100 acres. The scale of this site makes
this one of the largest urban housing redevelopment parcels including market rate housing on the East Coast. Initial
plans call for about 1,100 new homes.

On the near eastside construction continued on the redevelopment of the last of the demolished high rise public
housing projects, Flag House Courts now known as Albermarle Square, an 11.3 acre site with 336 townhomes,
apartments and condominiums under construction. Capital appropriations supported required site infrastructure
improvements.

On the near westside Fiscal 2004 General Fund capital appropriations of $2.5 million added to the major public/
private investment in commercial, residential, office, and retail that includes landmark projects such as the $63.0
million renovation of the Hippodrome Theater which opened to stellar reviews in Fiscal 2004.

Destabilizing influences in neighborhoods include vacant residential properties addressed by the Project 5000
initiative that seeks to acquire and dispose of 5,000 vacant properties in the City over a two-year period. An operating
appropriation of $2.0 million was made for Project 5000 efforts in Fiscal 2004. On the near north side Project 5000
appropriations are combined with the privatization effort, “SCOPE”, involving private realtors in the marketing of
homes in the Reservoir Hill neighborhood. As fiscal 2004 drew to a close, the City had nearly 5,000 acquisitions in
the pipepline, thus closing in on the original goal.

In Fiscal 2004 the backlog of 8,000 vacant properties requiring securing and boarding was eliminated as the
Department of Housing and Community Development implemented a new data management, property tracking and
performance accountability system along with two new boarding crews and additional equipment.

A new appropriation of $345,000 for the Main Streets Revitalization project was provided for.

The Departments of Housing and Community Development, Public Works and Recreation and Parks collaborated on
an initiative, modeled after a “best practice” in Chicago, where mulch and ornamental fencing was applied to vacant
lots located along major City gateways.

Department of Transportation actions, beyond ongoing extensive transportation system improvements, included
increased towing of abandoned vehicles, achieving record levels of auctioned vehicles at the impoundment lot,
expanded sidewalk repairs and a “Brighten Up Baltimore” lighting program for high crime areas, City gateways and
historic sites.
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AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Baltimore, Maryland, for its Comprehensive Annual
Financial Report for the fiscal year ended June 30, 2003.

To be awarded a Certificate of Achievement, a governmental unit must publish an easily readable and efficiently organized
comprehensive annual financial report, whose contents conform to program standards. Such reports must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current report continues to conform to the
Certificate of Achievement Program requirements, and we are submitting it to the GFOA to determine its eligibility for
another certificate.

The preparation of this annual report could not have been accomplished without the efficient and dedicated services of the
entire staff of the Bureau of Accounting and Payroll Services of the Department of Finance. We wish to express our
appreciation to all members of the Bureau who assisted and contributed to its preparation. We are also grateful to the City’s
independent auditors, Ernst & Young LLP, and the City Auditor for the professional assistance and advice they provided
during the course of their audit. Finally, we would like to thank the members of the Board of Estimates and City Council for
their interest and support in planning and conducting the financial affairs of the City in a responsible and professional
manner.

Respectfully submitted,

Y

.

Martin O’Malley
Mayor

|

Peggy J. Watson
Director of Finance
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